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UnitV 

Venture Capital, Mutual Funds and Hedge Funds 

I Venture Capital 

Introduction: 

There are some businesses that involve higher risks. In the case of newly started business, the risk 
is more. The new businesses may be promoted by qualified entrepreneurs. They lack necessary 
experience and funds to give shape to their ideas. Such high risk, high return ventures are unable 
to raise funds from regular channels like banks and capital markets. Generally, people would not 
l ik e to invest in new high risk companies. Some people invest money in such new high risk 
companies. Even though the risk is high, there is a potential of getting a return of ten times more 
in less than five years. The investors making such investments are called venture capitalists. The 
money invested in new, high risk and high return firms is called venture capital. Venture capitalists 
not only provide money but also help the entrepreneur with guidance in formalizing his ideas into 
a viable business venture. They get good return on their investment. The percentage of the profits 
the venture capitalists get is called the carry. 

Meaning of Venture Capital: 

The term ‘venture capital’ represents financial investment in a highly risky project and Startup 
companies/business have potential to grow in long-term period with the objective of earning a high 
rate of return. 

Startup companies with a potential to grow need a certain amount of investment. Wealthy investors 
like to invest their capital in such businesses with a long-term growth perspective 

OR 

Venture capital is a form of private equity and a type of financing that investors provide to startup 
companies and small businesses that are believed to have long-term growth potential. 

OR Venture Capital is a mechanism wherein investors support entrepreneurial talent by 
providing finance and business skills in order to obtain long - term capital gains by exploiting 
market opportunities 
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Features of Venture Capital: 

The main features of venture capital can be summarised as follows: 

l.High Degrees of Risk: Venture capital represents financial investment in a highly risk project 
with the objective of earning a high rate of return. The Venture-capital financing is highly risky 
and chances of failure are high as it provides long term start-up capital to high risk-high reward 
ventures. Venture capital assumes four types of risks; these are: 

a. Management risk: Inability of management teams to work together. 

b. Market risk: Product may fail in the market. 

c. Product risk: Product may not be commercially viable. 

d. Operation risk: Operations may not be cost effective resulting in increased cost 
decreased gross margins. 

2.1nvestment in New Enterprises/Business: Venture Capital investment is generally made in 
new enterprises that use new technology to produce new products, in expectation of high gains or 
sometimes, spectacular returns. 

3. High Tech Projects: As opportunities in the low technology, area tend to be few of lower order, 
and hi-tech projects generally offer higher returns than projects in more traditional areas, venture- 
capital investments are made in high tech, areas using new technologies or producing innovative 
goods by using new technology. 

4. Mode of Investment/ Equity Participation: Venture capital financing is, invariably, an actual 
or potential equity participation wherein the objective of venture capitalist is to make capital gain 
by selling the shares once the firm becomes profitable. 

5. Long-term Capital/Investment: The basic objective of a venture capitalist is to make a capital 
gain on equity investment at the time of exit, and regular return on debt financing. It is a long-term 
investment in growth- oriented small/medium firms. It is a long-term capital that is an injected to 
enable the business to grow at a rapid pace, mostly from the start-up stage. Venture capital makes 
long-term investment in highly potential ventures of technical savvy entrepreneurs whose returns 
may be available after a long period, say 5-10 years. 
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6. Hands-On Approach: Venture capital institution take active part in providing value - added 
services such as providing business skills, etc., to investee firms. Thy do not interfere in the 
management of the firms nor do they acquire a majority / controlling interest in the investee firms. 
The rationale for the extension of hands- on management is that venture capital investments tend 
to be highly non- liquid. 

7. Participation in Management: In addition to providing capital, venture capital funds take an 
active interest in the management of the assisted firms. Thus, the approach of venture capital firms 
is different from that of a traditional lender of banker. 

8.111iquid Investment: Venture-capital investments are illiquid, that is, not subject to repayment 
on demand or following a repayment schedule. Investors seek to return ultimately by means of 
capital gains when the investment is sold at the market place. 

9.Source of Finance: Venture capitalists usually finance small and medium- sized firms during 
the early stages of their development, until they are established and are able to raise finance from 
the conventional industrial finance market. Many of these firms are new, high technology- oriented 
companies. 

Objectives of Venture Capital: 

1. Encourage indigenous technology and commercial application. 

2. Adopt and modify imported technology for Indian environment. 

3. Encouraging start up entrepreneurs. 

4. Setting up pilot projects. 

5. Technological innovations and modernization. 

6. Develop appropriate technology. 

7. Meeting the cost of market survey and market promotion. 

8. Venture capital helps in creating environment particularly suitable for knowledge and 
technology based enterprises due to the blend of risk financing and hand holding of 
entrepreneurs 

9. Venture capitalists provide networking, management and marketing support. 

10. Venture capitalists finance innovation and ideas which have potential for high growth. 
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11. Global venture capital industry, investors and investee firms work together closely in an 
enabling environment 

12. It helps entrepreneurs to focus on value creating ideas and allows venture capitalists to 
drive the industry through ownership 

Types of Venture Capital Funds: 

Venture Capital Funds are classified on the basis of their utilisation at different stages of a business. 
The 3 main types are: 

1. Early stage financing 

2. Expansion financing, and 

3. Acquisition/buyout financing. 

l.Early Stage Financing: Early stage financing has three sub divisions seed financing, start up 
financing and first stage financing. 

i. Seed capital: It means a small amount that an entrepreneur receives for the purpose of proving 
and fructifying a new idea. Seed capital is initial funding typically sought by entrepreneurs who 
are just starting out and don’t have a product of organized business yet. There aren’t many venture 
capitalists willing to fund at this stage since they aren’t very inclined to invest large amounts of 
money in an idea that still exists only on paper. Unless you are an established serial entrepreneur 
- then, you’re golden. 

Therefore, the money often comes instead from the entrepreneur’s personal assets, friends, or 
family. The sums are generally modest, just enough to help an emerging entrepreneur cover the 
essentials. It may assist them in creating a sample product, financing market research, covering 
administrative costs, or becoming eligible for a startup loan. This helps an emerging business get 
the attention of startup capital investors. 

ii. Startup capital: It means a sum of money (larger than seed capital) given to a startup so it can 
launch its business, e.g. recruit initial staff, acquire office space and permits, further market 
research and testing, and finish the development of its product or service. Companies seeking this 
type of funding already have a sample product available and at least one executive working full¬ 
time. That said, this type of financing is rare as well and you have to put in some really serious 
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effort to sell the idea (like creating a solid business plan or building a prototype). More often than 
not, multiple rounds of startup capital investment are necessary to succeed in getting a new 
business truly off the ground. 

iii. First stage capital is intended for businesses that have gotten off the ground and have been 
operating for two to three years, have a management team in place, and their sales are growing. At 
this point, they are moving toward profitability as they push their products, services, and even 
advertising to a wider target audience. Since such startup have spent all their starting capital by 
now, they need further financing to intensify business activities, enhance productivity and 
marketing, and/or increase efficiency. 

2.Expansion Financing: Expansion financing may be categorized into three types they are: 

i. Second stage/mezzanine capital: Fund is provided to well-established firms with a multi¬ 
functional team and commerciali z ed product, as well as a reasonable sales momentum under its 
belt. The purpose is to add the fuel necessary to take the business to the next level. 

In other words, VCs that specialize in this type of finances help these businesses begin major 
expansion, accelerate the growth curve, enter new markets, and/or expand their marketing efforts. 

Startups are not expected to reach high levels of internal return rate but rather achieve sustained 
growth. Mezzanine financing can be structured as preferred stock or debt, and implies an obligation 
for the company to pay interest promptly. 

ii. Bridge financing: It refers to financing in between full VC rounds with the objective to raise 
smaller sums of money instead of a full round. Existing investors are usually the ones participating 
in this type of funding. 

You may use this interim method to solidify your short-term position until you get the opportunity 
to arrange a long-term funding option. Just like its name says, such financing is meant to “bridge” 
the gap between the time when you are expected to run out of money and the time when you can 
expect to receive major funds. 

iii. Third/late stage financing: It happens when a startup has reached massive revenue, has a 
second level of management, and is now seeking funds to grow capacity and working capital, 
and/or build up marketing efforts even more. 
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Late stage financing has become popular due to the fact that venture capitalists prefer to invest in 
ventures with lower failure risk (as opposed to the early stage companies). 

3. Acquisition & buyout capital: The last of the venture capital funding types is divided into: 

i. Acquisition Capital: Acquisition capital is the provision of the immediate resources used 
specifically to assist a company in acquiring certain parts of another business or the entire business 
for itself. Through such a purchase, the smaller company can grow the size of its operations and 
benefit from the larger scale economies. 

ii. Management/leveraged buyout financing: Management or leveraged buyout financing 
includes a significant amount of money that helps a particular management group to conduct 
management or leveraged buyouts. Management buyouts provide a preferred exit strategy for 
companies looking to sell off divisions outside of their core business or for private businesses 
whose owners plan to retire. 

Leveraged buyouts use massive borrowed funds, with the assets of the target company (the one 
being acquired) regularly used as collateral for the loans. The buyout company may also sell parts 
of the target firm to pay down the debt. This high-risk, high-reward strategy requires the 
acquisition to realize high returns and cash flows so that the interest on the debt can be paid. 
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II. Mutual Funds 

Meaning: Mutual fund is a financial service organization that receives money from the investors 
and invested in financial market instruments such as shares, debentures and other securities to 
generate income in the form of Dividend/Interest on investment and capital appreciation for 
investors. OR 

Mutual fund is a mechanism of pooling financial resources by issuing units to investors and 
investing their funds in securities to get a good return. Out of the return received, the mutual fund 
keeps a margin for its costs and distributes the profits to the investors. 

These funds have to be invested according to the objectives provided in offer documents. 
Investments in securities are spread across a wide cross-section of industries and sectors and thus 
the risk is reduced. Unit Trust of India was the first mutual fund which was started in India. Units 
as a form of investment is issued by the Unit Trust of India which is a public sector financial 
institution. 

Definition: 

According to the Mutual Fund Fact Book (published by the Investment Company Institute 

of USA), “a mutual fund is a financial service organization that receives money from shareholders, 
invests it, earns return on it, attempts to make it grow and agrees to pay the shareholder cash 
demand for the current value of his investment”. 

According to the Securities and Exchange Board of India (Mutual Funds) Regulations, 1996, 

a mutual fund as a ‘a fund established in the form of a trust to raise money through the sale of units 
to the public or a section of the public under one or more schemes for investing in securities, 
including money market instruments’ 

The SEBI Regulation Act of 1996 has defined a mutual fund as one, which is constituted in the 
form of a Trust under the Indian Trust Act, 1882. The structure of a mutual fund consists of an 
asset management company, sponsor and board of trustees. These are explained below. 

Asset Management Company(AMC): The asset management company manages the funds of a 
mutual fund by diversifying its investments in different type of securities. The company has to be 
registered with SEBI and is set up as a trust. It works under the guidelines of SEBI. 
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Sponsor: A sponsor has the powers to appoint a person or a body corporate which establishes a 
mutual fund. It also appoints a Board of Trustees to manage the Trust according to the provisions 
provided by SEBI. 

Board of Trustees: The board of trustees is in a position of trust and confidence mainly for the 
benefit of the unit holders. The trustees select stock according to the price, quantity of stock and 
their investment policy. They operate upon the fact that the investors have limited knowledge of 
the environment as well as of the quality of the investments and its management are superior to 
the investment in funds by a single naive investor. They are able to draw upon the special dividend 
as well as capital appreciation factors of a particular security. Their specialized knowledge helps 
them to diversify in those stocks which give the ideal combination of securities. The trustees 
appoint custodian, bankers and register and transfer agents to provide financial services to the 
mutual funds. 

Features of Mutual Funds: 

Mutual fund possesses the following features: 

1. Mutual fund mobilizes funds from small as well as large investors by selling units. 

2. Mutual fund provides an ideal opportunity to small investors an ideal avenue for investment. 

3. Mutual fund enables the investors to enjoy the benefit of professional and expert management 
of their funds. 

4. Mutual fund invests the savings collected in a wide portfolio of securities in order to maximize 

return and minimize risk for the benefit of investors. 

5. Mutual fund provides switching facilities to investors who can switch from one scheme to 

another. 

6. Various schemes offered by mutual funds provide tax benefits to the investors. 

7.1n India mutual funds are regulated by agencies like SEBI. 

8. The cost of purchase and sale of mutual fund units is low. 

9. Mutual funds contribute to the economic development of a country. 

Objectives of Mutual Funds 

1. To mobilise savings of people. 

2. To offer a convenient way for the small investors to enter the capital and the money market. 


DR C Dinesh Kumar M.Com. M.Phii., Ph D. Assistant Professor GFGC Koratagere-572129 


8 




INDIAN FINANCIAL SYSTEM 


3. To tap domestic savings and channelize them for profitable investment. 

4. To enable the investors to share the prosperity of the capital market. 

5. To act as agents for growth and stability of the capital market. 

6. To attract investments from the risk averse. 

7. To facilitate the orderly development of the capital market. 

8. To create awareness among investors on the availability of various investment opportunities. 

9. To protect the interest of Investors. 

Types of Mutual Funds: 

I. On the basis of Operation: 

l.Close ended funds: Under this type of fund, the size of the fund and its duration are fixed in 
advance. Once the subscription reaches the predetermined level, the entry of investors will be 
closed. After the expiry of the fixed period, the entire corpus is disinvested and the proceeds are 
distributed to the unit holders in proportion to their holding. 

In simple words There is a lock in period for the investors for the investment and disinvestment 
of money/ funds under this type of mutual funds scheme. 

Features of Close Ended Funds: 

i. The period and the target amount of the fund is fixed beforehand. 

ii. Once the period is over and/ or the target is reached, the subscription will be closed 

(i.e. investors cannot purchase any more units). 

iii. The main objective is capital appreciation. 

iv. At the time of redemption, the entire investment is liquidated and the proceeds are liquidated 
and the proceeds are distributed among the unit holders. 

v. Units are listed and traded in stock exchanges. 

vi. Generally the prices of units are quoted at a discount of up to 40% below their net asset value. 
2.0pen-ended funds: This is the just reverse of close-ended funds. Under this scheme the size of 
the fund and / or the period of the fund is not fixed in advance. The investors are free to buy and 
sell any number of units at any point of time. 

In simple words There is no lock in period for the investors for the investment and disinvestment 
of money/ funds under this type of mutual funds scheme. 
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Features of Open-ended Funds: 

1. The investors are free to buy and sell units. There is no time limit. 

ii. These are not trade in stock exchanges. 

iii. Units can be sold at any time. 

iv. The main motive income generation (dividend etc.) 

v. The prices are linked to the net asset value because units are not listed on the stock exchange. 

Difference between Open-ended and Close-ended Schemes 

1 .The close-ended schemes are open to the public for a limited period, but the open-ended schemes 
are always open to be subscribed all the time. 

2. Close-ended schemes will have a definite period of life. But open-ended schemes are transacted 
in the company. 

3. Close-ended schemes are transacted at stock exchanges, whereas open-ended schemes are 
transacted (bought and sold) in the company. 

4. Close-ended schemes are terminated at the end of the specified period. Open-ended schemes can 
be terminated only if the total number of units outstanding after repurchase fall below 50% of the 
original number of units. 

II. On the basis of return/ income 

l.Income fund: This scheme aims at generating regular and periodical income to the members. 
Such funds are offered in two forms. The first scheme earns a target constant income at relatively 
low risk. The second scheme offers the maximum possible income. 

Features of Income Funds: 

1. The investors get a regular income at periodic intervals. 

ii. The main objective is to declare dividend and not capital appreciation. 

iii. The pattern of investment is oriented towards high and fixed income yielding securities like 

bonds, debentures etc. 

iv. It is best suited to the old and retired people. 

v. It focuses on short run gains only. 

2. Growth fund: Growth fund offers the advantage of capital appreciation. It means growth fund 
concentrates mainly on long run gains. It does not offer regular income. In short, growth funds aim 
at capital appreciation in the long run. Hence they have been described as “Nest Eggs” investments 
or long haul investments. 
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Features of Growth Funds 

i. It meets the investors’ need for capital appreciation. 

ii. Funds are invested in equities with high growth potentials in order to get capital appreciation. 

iii. It tries to get capital appreciation by taking much risk. 

iv. It may declare dividend. But the main objective is capital appreciation. 

v. This is best suited to salaried and business people. 

3.Conservative fund: This aims at providing a reasonable rate of return, protecting the value of 
the investment and getting capital appreciation. Hence the investment is made in growth oriented 
securities that are capable of appreciating in the long run. 

C. On the basis of Investment 

1. Equity fund: It mainly consists of equity based investments. It carried a high degree of risk. 
Such funds do well in periods of favourable capital market trends. 

2. Bond fund: It mainly consists of fixed income securities like bonds, debentures etc. It 
concentrates mostly on income rather than capital gains. It carries lower risk. It offers secure and 
steady income. But there is no chance of capital appreciation. 

3. Balanced fund: It has a mix of debt and equity in the portfolio of investments. It aims at 
distributing regular* income as well as capital appreciation. This is achieved by balancing the 
investments between the high growth equity shares and also the fixed income earning securities. 

4. Fund of fund scheme: In this case funds of one mutual fund are invested in the units of other 
mutual funds. 

5. Taxation fund: This is basically a growth oriented fund. It offers tax rebates to the investors. It 
is suitable to salaried people. 

6. Leverage fund: In this case the funds are invested from the amounts mobilized from small 
investors as well as money borrowed from capital market. Thus it gives the benefit of leverage to 
the mutual fund investors. The main aim is to increase the size of the value of portfolio. This occurs 
when the gains from the borrowed funds are more than the cost of the borrowed funds. The gains 
are distributed to unit holders. 

7.1ndex bonds: These are linked to a specific index of share prices. This means that the funds 
mobilized under such schemes are invested principally in the securities of companies whose 
securities are included in the index concerned and in the same proportion. The value of these index 
linked funds will automatically go up whenever the market index goes up and vice versa. 
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8.Money market mutual funds (MMMFs): These funds are basically open ended mutual funds. 
They have all the features of open ended mutual funds. But the investment is made is highly liquid 
and safe securities like commercial paper, certificates of deposits, treasury bills etc. These are 
money market instruments. 

9.0ff shore mutual funds: The sources of investments for these funds are from abroad. 

10. Guilt funds: This is a type of mutual fund in which the funds are invested in guilt edged 
securities like government securities. It means funds are not invested in corporate securities like 
shares, bonds etc. 

11. Exchange Traded Funds (ETF): 

These securities are listed on stock exchange they are quite similar to index funds and can be traded 
in the stock exchange. Such funds are different from mutual funds because they do not sell ETF 
directly to retail investors. 

An asset management company sponsors the ETF takes the shares of the company and in turn it 
issues a block of ETF units. The ETF portfolio value changes with the index, therefore NAV of an 
ETF is usually higher than that of index fund of a similar portfolio. 

Important Concepts: 

1. Net Asset Value (NAV): 

The NAV per unit is the market value of securities of a scheme divided by the total number of 
units of the scheme on any particular day. NAV can be calculated in the following way: 

Value of Securities - Liabilities 

\AV sz “ “ . 

No. of Outstanding Units 

Example: 

A mutual fund collected Rs. 75,00,000 by issuing 7,50,000 units of Rs. 10 each. The amount has 
been invested in different securities. The market value of these securities is Rs. 1,00,00,000 and 
the mutual fund has a liability of 6,00,000. Calculate Net Asset Value of the fund. 

Answer: 


NAV 


1.00.00.000 - 6.00.000 

7.50.000 

94,00.000 

7.50.000 


Rs.12.53 
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Mutual funds invest the money collected from the investors in securities markets. Market value of 
securities changes every day. This is the reason that NAV also varies from day to day. 

2.Costs in Mutual Fund Investments: 

Mutual funds have different kinds of expenses in order to run the business enterprise. These costs 
are called Operating Costs. These costs are administrative expenses, consultation fees given to 
trustees and expenses on brokerage. They are also called Expense Ratio. The operating costs are 
deducted from the closing NAV assets. This cost is spread out on the unit holders as they receive 
a reduced NAV to cover the costs of the mutual funds. 


Expense Ratio 


Total Annual Operating Expense 
Average Assestsunder Management 


Example: A mutual fund has an annual expense of 25 lakhs. Assets in the beginning of the year 
were Rs. 1,50,00,000 and Rs. 5,00,00,000. 


_ . 25,00.000 

The expense ratio = , 5 0 ,00,000 + 5,00,00,000 X 

3.Return from Mutual Fund: 

A mutual funds investment provides a return in a form of annual dividends and distribution of 
capital gains. Returns are calculated by taking into consideration dividends, capital gains, NAV in 
the beginning of the period and NAV in the end of the period. 



Div ♦ CC * (NAV. - NAV') 

Return 

NAV # 


Div ■ Dividends. 

Div = Dividends.,CG = Capital gain., NAVo = NAV in the beginning. NAVi = NAV at the end of 
the year. NAVi= NAVo shows change over the period. 

Example 

A mutual fund has an NAV of Rs. 10.60 in the beginning and Rs. 10.90 at the end of the period. 
Calculate the return of the mutual fund. 

When dividend of Rs. 150, is distributed.If there is a capital gain also distribute of 0.50 Paisa. 
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When dividend of Rs. I SO. is distributed. 

If there is a capital gain also distribute of 0.50 Paisa. 


(i) Return 


I.SO-H 10.90-10.60) ][|0O 
10.60 


J_80 

10.60 


xlOO 


16.4% 


(ii) When capital gain is distributed 


1.50 + 0.50(10.90-10.60) 1An 

a -X 100 

10.60 

- 29.59% 
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III. Hedge Funds 

Meaning: Hedge fund is an alternative investment that is designed to protect investment portfolios 
from market uncertainty, while generating positive returns in both up and down markets. 

Hedge funds form a part of an investment model which involves the use of pooled funds that 
employ various strategies to enable the investors to earn active returns. It makes use of funds 
collected from accredited investors like banks, insurance firms, individuals or families with a high 
net-worth, as well as endowments and pension funds. These funds are in turn put into various 
financial assets, and often function as overseas investment operations or private investment 
partnerships. The system involves the use of leverage and derivatives to deliver huge returns, 
therefore minimizing the risk through hedging, i.e. diversification across various instruments of 
investment. 

Throughout time investors have looked for ways to maximize profits while minimizing risk. The 
issue of shielding an investment from market risk is attempted (although not always successful) 
with alternative investments that try to mitigate loss and preserve capital. These alternative 
investments are called hedge funds. 

Hedge Fund Portfolio: A hedge fund portfolio comprises of asset classes like derivatives, 
equities, bonds, currencies and convertible securities. Also known as alternative instruments, these 
funds tend to employ substantial leverage and is designed to get the benefit of certain identifiable 
market opportunities. They hold both long and short positions, which includes positions in listed 
and unlisted derivatives. 

Strategies Involved: The strategies involved in hedge funds include: 

i. Sell Short: where the manager may sell the shares to repurchase them in the future at 
a lesser price. 

ii. Use of arbitrage: appropriate if the securities have contradictory or inefficient pricing. 

iii. Investment towards an event: here, in this case, market events like acquisitions, 
mergers, and spin-offs among others may play a role in the manager’s investment 
decisions. 
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iv. Investment in high-discount security implemented where certain companies under 
financial stress or insolvency decide on selling their securities at a price which is 
markedly lower. 

Risks Involved in Hedge Funds: Investors may do well to consider the following risks before 
opting for these portfolios of investments: 

i. These funds involve a concentrated investment strategy, which may lead to potentially 
huge losses. 

ii. Hedge funds may demand investors to lock up money for a more extended period of 
time. 

iii. he utilization of leverage may turn a minor loss into a major one. 

Features of Hedge Funds: 

Hedge fund industry in India is relatively young, and it got a green flag in 2012 when the Securities 
and Exchange Board of India (SEBI) allowed alternative investments funds (AIF). They have the 
following features: 

LHigh Net-Worth Investors: Only qualified or accredited investors can invest in hedge funds. 
They are mainly high net worth individuals (HNIs), banks, insurance companies, endowments and 
pension funds. The minimum ticket size for investors investing in these funds is Rs 1 crore. 

2. Diverse Portfolio: Hedge funds have a comprehensive portfolio of investments ranging from 
currencies, derivatives, stocks, real estates, equities, and bonds. Yes, they necessarily cover all the 
asset classes only limited by the mandate. 

3. Higher Fees: They work on the concept of both expense ratio and management fee. Globally, 
it is ‘Two and Twenty’, meaning there is a 2% fixed fee and 20% of profits. As for hedge funds in 
India, the management fee can well below 2% to below 1%. And the profit sharing varies between 
10% to 15% generally. 

4. Higher Risks: Hedge funds investment strategy can expose funds to huge losses. Lock-in period 
generally for investment is relatively long. Leverage used by these funds can turn investments into 
a significant loss. 
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5. Taxation: The Category III AIF (hedge funds) is still not given pass-through status on tax. This 
implies that income from these funds is taxable at the investment fund level. Hence, the tax 
obligation will not pass through to the unit-holders. This is a disadvantage for this industry as they 
are not on a level playing ground with other mutual funds. 

6. Regulations: It is not required that hedge funds be registered with the securities markets 
regulator and have no reporting requirements including regular disclosure of Net Asset Values 
(NAV). 
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